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SUMMARY 

As Mark Twain might have put it, reports of the demise of the 
Swedish economy have been grossly exaggerated. The last two years 
have shown that Sweden can no more isolate itself from the economic 
problems of Europe than can any other industrial, open European 
economy. 1978 will not see the end of Sweden's difficulties, but 
Signs of improvement, which have been visible since September of 
last year, are becoming more apparent. 


The primary improvement has come in the competitive position of 
Swedish exporters via devaluation of the krona in 1977 and more 
reasonable wage cost increases. In the five-month period ending 
in February, Sweden recorded a trade surplus of Skr 300 million 
versus a Skr 4.2 billion deficit in the same period a year pre- 
viously. Falling imports, due to a combination of the devaluation 
and restricted domestic demand, has played a strong part in this 
improvement. Total domestic demand is, in fact, probably not 
growing at all in real terms and will not begin to increase before 
the second half of the year. Private consumption will probably 
decline slightly, as disposable income fails to keep pace with in- 
flation. Investment will also be down, as will stock formation. 
Only public consumption and investment will be providing positive 
contributions to growth. 


The most recent pay agreement provided for a less than two percent 
increase in hourly wages in 1978 for some 1.4 million employees in 
the private sector, so even including past increases due this year, 
a fifth vacation week, etc., total labor costs should grow less 

than ten percent. If productivity grows by 4 to 5 percent as ex- 
pected, and in the absence of demand pressure, the rate of inflation 
in the cost of living index should be down to 7 percent or below by 
the end of the year, versus 13.5 percent in December 1977. 


Not much of this improvement will have a material impact on prospects 
for U.S. exporters. Demand for most consumer durables, especially 
autos, will be almost as slack this year as last. Investment goods 
imports may begin to pick up in the second half, and labor-saving 
devices will continue to be popular. With the current account 

likely to remain in deficit until the mid-1980s, the Central Bank will 
continue to push Swedish firms to borrow abroad. At least a 
reasonable portion of that borrowing will be in dollars, and much 

of that in New York. 





KEY ECONOMIC INDICATORS: SWEDEN 


All values in millions U.S. dollars. 
Indices etc. represent period 
averages, unless otherwise indicated 2 Sete ee ala 
A B ‘e Forecast 
1976 1977 Change 1978 
Exchange Rate: U.S. $1.00 = Skr 4.35 Skr 4.48) = A/B—___soSkr. 4.6 


INCOME, _PRODUCTION, _ EMPLOYMENT 
GDP at Current Prices 74 , 320 
Per Capita GDP, Current Prices, in $ 
GDP Components: 
Private Consumption (1975 Prices) 35,886 34,522 . 
Public Consumption ( " "  ) 17,217 T,11 3 2 
Gross Investment . * . ) Ts 591- 12, 748 | 
Inventory Formation ( " * 3} 1 731 <a 
GDP at Constant 1975 Prices i ___ 63,399 
Disposable Income (Current Prices) 42,739 46,744 ss +126 
Retail Sales Index (1970=100) -199(Sep)_ 
Industrial Production Index (1968=100) 130. 127 ~— 2 
Average Hourly Earnings (Kronor) ° ~—PT-2tDee)_ 
Labor Force (in thousands) 4, a ve 
Average Unemployment Rate (percentage) 
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MONEY AND PRICES 

Central Bank Discount Rate, year end 
Yield on Industrial Bonds (percentage) 
Producer Price Index (1965=100) 
Consumer Price Index (1949=100) 


BALANCE OF PAYMENTS AND TRADE 

Exports, FOB 18,435 19,091 | 
U.S. Share 846 1,022 

Imports, CIF 19,310 20,122 


U.S. Share “1,287 1,432 415 - 
Balance of Trade - 878 1,031 __ a 


Balance on Current Account -2,413 -3, 147 - 35 
Balance on Capital Account mae 

Residual 946 = B37 

Gold & Foreign Exch. Reserves, year end 2,450 _3,721_ 








Main imports from U.S. in 1977: Machinery, appliances, and telecommunications 
equipment, 578.8, Chemicals, pharmaceuticals, and plastic materials, 198.5, Foods, 
beverages, and tobacco, 117.8, Instruments and optical goods, 106.8, Motor vehicles 
and other means of conveyance, 68.0, Metallic ores and metal scrap 28.6, Coal and 
coke, 20.9. 


Sources: Economic Affairs Ministry, Budget Ministry, Central Bank of Sweden, 
Central Bureau of Statistics, and Economic Research Institute. 


Footnotes: - Calculated, where applicable, on basis of amounts in kronor. 
Estimates of January 1978 Budget. 
Expressed as a percentage of previous year's GDP. 
As of February 17. 





A. CURRENT ECONOMIC SITUATION AND TRENDS 


Prospects for 1978. The casual reader of the world press must by 

now have concluded that the Swedish economy is on its last legs. 

From our standpoint, however, clear signs of improvement are visible. 
Even the pernicious rate of inflation, above 10 percent for the last 
four years, shows signs of a deceleration. Although the rate of in- 
crease in the consumer price index reached 14 percent in February of 
this year, 3 to 5 percentage points of that figure were directly 
attributable to devaluation of the krona and 1 to 2 points to in- 
direct tax increases. Meanwhile, labor costs are growing at a much 
more moderate pace than in the immediate past. In 1976, the rate of 
increase in the total wage bill had dropped to 13.8 percent. in i977 
the figure for industrial workers was only 10 percent. 3.5 percentage 
points of that total were due to increases in "Social charges" (as 

a percent of wages and salaries) levied on employers. In 1978 there 
will be no increase, as the Government has acted to remove the re- 
maining 2 percent payroll tax, thus offsetting other increased social 
charges. Based on a recent private sector settlement which provided 
for only 1.9 percent increase in hourly blue-collar earnings, it is 
entirely possible that total labor costs will go up:by only 8 percent 
or even less in 1978. 


After marked stagnation in the past three years, productivity is 
likely to increase by from 2.5 to 5 percent. 


Rate of increase in productivity in Swedish Industry: 


1973 2974 2975 1976 12977.. 197s 
(forecast) 
Total ° ; =O. oF 2.9 
Mining and manufacturing : . -0.5 . Oi. > 


If productivity increases by 3 percent or more, then unit labor costs 
could well increase by only 4 to 5 percent. The Government has also 
required that all plans for price increases by firms with more than 

5 employees be submitted to the Price and Cartel Office one month 

in advance. 


As cost pressures abate, and demand remains weak, it is entirely 
possible that the rate of inflation will be 8 percent or lower, on 

a year-on-year basis, by December. This does not mean the consumer 
price index for 1978 will be any less than 11 percent above the 1977 
average. It does mean, however, that the Government's chances of 
holding the rate of increase between February and December at under 
7.25 percent are good. This rate is critical because if it is ex- 
ceeded the recently negotiated collective bargaining contract would 
be reopened automatically instead of running until late in 1979. By 
coincidence, national elections are scheduled for September 1979. 


Cost developments augur well for an improvement in Sweden's external 
balance. Price inflation for Sweden's manufactured exports, which 
leaped upwards to 22 percent in 1974, slowed to 6.5 percent in 1977. 
Devaluation (twice in 1977) will result in an effective value of the 
Swedish krona against the currencies of Sweden's principal competitors 
about 14 percent lower than the 1976 average. The krona is now 25 





percent less expensive than the DMark and some 40 percent cheaper 
against the yen, as compared with 1976. According to Government 
calculations, the combination of devaluation and slow increases in 
unit labor costs meant that relative export prices declined by 4 
percent in 1977--they went up 3 percent in 1976 and 11.5 percent in 
POTS In 1978, the improvement could be as much as 5 percent overall 
and 9 percent for manufactured goods. 


Improved price competitiveness should allow Swedish exporters to 
begin gaining back market shares lost in 1976 and 1977. in vctact, 
this already seems to be the case. Export orders turned upward in 
November of last year, and are increasing slowly but steadily. 
Furthermore, this upturn in demand has taken place despite the fact 
that external demand does not yet favor Sweden's export mix and 
without any acceleration of growth among Sweden's primary trading 
partners. If industrial investment and construction continue to 
improve in the U.S., the UK, and elsewhere in Western Europe, Sweden 
should see further improvement. This is welcome news, especially 
when combined with the fact that Sweden registered a trade surplus 

of 1:2 biilzon kronor in the first: quarter: of this year. (Surpluses 
were also registered in November and December, but those were primarily 
due to adjustments in leads and lags following the August devaluation.) 
Exports should continue to grow by at least the first quarter rate of 
ll percent by value throughout 1978. Although imports are not likely 
to drop by 5 percent, as they did in the first quarter, continued 
slackness in growth of domestic demand and reduction of excess in- 
ventories will keep import demand from rising rapidly. We would not 
be surprised to see the year ending with a trade surplus, for the 
first time since 1973. 


A trade surplus will, of course, only go part way toward balancing 

the now~-traditional losers in Sweden's current accounts balance. 

The tourism deficit will not be reduced by a 100 kronor per person 

tax on charter trips, and development aid will be maintained at 

around one percent of GDP. Moreover, interest payments on past 
foreign borrowings will become sizable this year. Shipping earnings 
May recover somewhat, but Sweden will still be left with a services 
and transfers deficit in the neighborhood of 12.5 billion kronor. 

With a trade surplus of Skr 2 billion, the Swedes would end up with 

a current account deficit of only 10 to 11 billion kronor. Such a 
result would mean the economy is well on its way to balance by the 
mid-1980s, the Government's goal. in fact: a deficit. .of only Skz-10 
billion would be considerably better than the Government's official 
forecast of January: Skr 27:9. (That forecast was partially based 

on preliminary 1977 results which showed a current account deficit 

of Skr 17 billion, rather than the actual Skr 14.7 billion.) In 

fact, if the Swedes again produce a positive residual amount, 

over Skr 7 billion in their balance of payments figures, one could 
argue that they would be in relative balance in 1978, with a "deficit" 
of only around Skr 3 billion. As: it is, the Skr 9 billion <in-official 
borrowings by the Swedish Government in 1977 appear to have gone 
almost totally into official foreign exchange reserves, which now 
stand at nearly 18 billion kronor--equal to about 10 months of imports. 
Although the relatively optimistic forecast above is based on real 
growth in Sweden's industrial markets of 4 percent or more, and 

could easily be too optimistic on that score, the basic point here 
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is that a turning point has been reached, and Sweden's external accounts are 
moving toward balance. 


Meanwhile, back on the home front, price effects of devaluation and increased 
indirect taxes, a slowing in growth of wages and salaries, drawing down of in- 
ventories, and slack investment demand resulted in a decline in total domestic 
demand of 3.5 percent in real terms in 1977. Industrial production, which has 
been declining steadily since the first of 1975, dropped another 4.5 percent 
in 1977, to approximately the same level of output as 1973. Real GDP dropped 
by 2.5 percent last year. 


In 1978, some real growth in GDP is likely, but domestic demand will remain 
Slack. Private consumption is likely to drop even more than it did in 1977. 
Earnings in 1978 are expected to grow around 10 percent. After allowing for 
downward adjustments in direct income taxes, slightly lower increases in transfer 
payments than in previous years, disposable income is expected to rise by less 
than 9 percent. With prices rising at an 1l percent average, this means that 
real disposable income will decline by 2 percent. Last year consumers saved 
almost 11 percent of their earnings as opposed to a more traditional rate of 
around 8 or 9 percent. In 1978 they will attempt to protect their real standard 
of living somewhat by saving less. In that case, private consumption in real 
terms will be about 2 percent less than in 1977. 


Investment prospects are even more dismal than private consumption. Much of the 
capacity installed as a result of sizable investments in 1975, 1976, and even 

1977 is now lying idle. Firms are far more interested in consolidation than 
expansion. Extremely low profits, stagnant domestic demand, excessive inventory, 
and low liquidity ratios will act as strong deterrents to private investment. 
According to some surveys, industrial investment will decline by as much as 15 
percent during 1978. The Government has already acted to stimulate the depressed 
construction sector and forestall an incipient housing shortage. In the last few 
years, fewer than 60,000 dwelling units per year have been constructed, as opposed 
to an estimated need of 70,000 and to the 110,000 constructed in 1970. Only 
around one percent of available apartments are now empty. Instead of declining 

by over 6 percent, as in 1977, we would expect to see the volume of housing 
investment in 1978 to increase by around 5 percent. If the public sector grows 

by 3 percent in volume, as projected, total investment would decline by 2 to 3 
percent. In fact, we expect to see some improvement toward the second half of 

the year as export demand picks up. It is conceivable that industrial demand 

will drop by no more than 5 percent, and total investment by no more than one percent. 


Inventories will continue to decline in 197§ from the artificially high levels 

of 1976 and early 1977. The effect on GDP will be negative to the tune of around 
one percent of GDP. The only positive element in the domestic picture is public 
sector consumption, which is projected to grow at almost 3 percent. Central 
Government spending will actually decline in real terms, but this will be more 
than compensated by a volume increase in local government spending of 4.5 percent. 
Putting exports into national income account terms--a real increase of around 5 
percent--and adding up the total, we expect real GDP to grow by slightly less 

than one percent in 1978. 


Fiscal Policy. Despite a projected central government deficit of at least Skr 33 
billion in FY 1978/79, the total public sector deficit is only around 3.6 billion, 
thanks mainly to sizable tax collections for local government. The smaller figure 
also includes the surplus of social security receipts over expenditures. If 

loans financed via central government budget are included (12 billion kronor in 
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1978/79), the inclusive public sector deficit could be estimated at around 15.6 
billion kronor. This is not excessive, in view of the state of domestic demand 
and the Government's commitment to full employment. To put the matter into 
perspective, a reasonable estimate of the impact of both direct and indirect 
effects of the public sector on the economy would show a positive contribution 
to GDP growth of around 2.8 percentage points in 1977 and 2.9 in 1978. This 
compares with a decline in GDP by 2.4 percent in 1977 and a forecast increase of 
less than one percent in 1978. These figures include a variety of direct em- 
ployment subsidies, the lagged (now negative) effect of past subsidies to en- 
courage inventory accumulation, transfer payments, indirect tax increases, sub- 
sidies to ailing industries, etc. 


The Government has also proposed to drop the 2 percent payroll tax, one of a 
variety of “social charges" which are now levied on employers as a percent of 
their wage and salary bill, on July 1. This would cost the budget about 3 billion 
kronor in revenue, but the stimulation which would result could mean increased 
revenues which would offset as much as half of that loss. 


Other policy changes which have been proposed are a subsidy for employers who 
increase employment (as much as 12,000 kronor per worker in the third quarter 

of 1978, 8,000 per worker in quarter four, etc.); and a plan which would allow 
Savers to deduct part of amounts saved (and interest earned) from income taxes due. 


Monetary policy has been eased very slightly this year, by dropping the long-term 
rediscount rate from 8 to 7 percent in two stages. The Government will continue 
to discourage lending for consumption, to encourage longer term borrowing for in- 
vestment, and to require many firms to borrow abroad (as an offset to the current 
account deficit). Should the public sector deficit contribute excess liquidity 
to the economy, the Central Bank is prepared to step in with sterilizing action. 


B. IMPLICATIONS FOR THE UNITED STATES 


Overall prospects for U.S. business in Sweden, as summarized in the January 1978 
Foreign Economic Trends Report (78-013), remain valid. Dollar devaluation in 
comparison to the currencies of such principal competitors as the West Germans 
and the Japanese will allow U.S. exporters to offset a good part of the effects 
of slow growth of domestic demand. The slowdown domestically will have primary 
impact on non-durable goods, which may decline by as much as 10 percent in volume 
under 1977. Automobile purchases alone will probably drop by over 10 percent, 
though this would be a better result than the 1977 decline of 23.3 percent. In- 
vestment goods will not do well at all in the first half of the year, but should 
experience a mild upturn in the second half. Construction equipment and material 
will offer the best prospects, but labor-saving machinery will continue to be in 
demand. Looking at specific export product areas, the U.S. Trade Center for 
Scandinavia sees the following trends. 


Data Processing Equipment. The trend to miniature data processors and highly 
sophisticated peripherals manufactured almost exclusively in the U.S. are winning 
an increasingly dominant position in the market. Based on preliminary 1977 
statistics, the market share has increased (from 30 percent about four years 

ago) to 50 percent. 


Printing and Graphic Arts Equipment. The U.S. is supplying about one-fourth of 


the market while West Germany supplies one-third to one-half and Britain and 
Switzerland about one-tenth or less each. These supply relationships change 
from year to year as the type of equipment purchased varies; U.S. exports do 
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particularly well in computerized photocomposition equipment and web-fed offset 
presses. American equipment is expected to continue to do well as the market 
increasingly shifts to in-house printing products and phototypsetting equipment 
for small print shops. 


Communications Equipment and Systems. U.S. exports to Sweden have had very 
strong growth during the last five years. 1976 exports totalled $16.7 million 
with the following breakdown: data communication devices $2.1 m, telephone and 
telegraph equipment $5.1 m, mobile radio communications $2.2 m, TV and radio 
broadcasting equipment $3.8 m, microwave and other transmitting equipment $2.4 m, 
alarm and signal systems $1.0 m. Preliminary figures showed steady increases in 
1977 with the strongest growth in data communication devices, which doubled to 
over $4 m, and in alarm/signal systems which also doubled to over $2 m. 


Construction and Materials Handling Vehicles. U.S. exports of industrial vehicles 
grew very substantially from 1973 to 1976, but fell back to 1975 levels in 1977. 
This drop was not unexpected since construction investment began declining in real 
terms in 1976 and fell noticeably in 1977. Recovery should begin late this year. 


Other Product Categories. Other product categories have been showing good growth 
in recent years for U.S. exports, i.e., Machining Centers and Specialized Machine 
Tools and Building Materials. In all of these areas the indications are that 
American products are becoming more competitive at the same time as the Swedish 
market is in a Slump. 


Looking at all product groups, there are clearly areas where American manufacturers 
would improve their sales opportunities in Sweden by taking immediate measures. 


Lack of attention in these areas will in the near future create a marketing dis- 
advantage, if this has not already occurred. 


1. Shorten delivery times of initial orders and replace parts. 
2. Pay particular attention to the safety and comfort of equipment operators. 
3. Go metric. 


On the financial side, demand for investment money will remain fairly low in 1978, 

but the Central Bank will continue to insist that a large part of borrowing by 
domestic firms be carried out in foreign markets. We do not anticipate another 

$1 billion "blockbuster" which initiated the Swedish Government's foreign borrowing 

in 1977 (in all, 1.6 billion U.S. dollars, 450 m DMarks, and 400 m Swiss francs. 
The Government will probably continue to borrow smaller amounts through the year, 
however. No unrest need be anticipated in foreign exchange markets, but should 

such develop, the Government has ample reserves on hand to meet any wave of 
speculation. 


Available by subscription from the uperintendent of Documents, GPO hin n 4 nn 7. F 
. , , Washi gton, D.C. 20402. Annual bscr n r ilin 
P “Ss : oa ‘ “ : oe ; ss vem pe iption, $37.50. Fo va mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 16 7, U.S. Departme of Comm erce, Wast ington, D.C. 20230. 
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